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INTER-ARAB AFFAIRS

ARAB INVESTMENT POLICY CRITICIZED
- Paris AL-WATAN AL-'ARABI in Arabic 23-29 Jan 81 ;p 43-46

[Article: "Exclusive Report for AL-WATAN AL-'ARABI: This Is How Arab Funds
- Escape Abroad"]

[Text] What is the volume of Arab investment in real
estate in Europe and the United States?

The assimilation of Arab funds in the homeland requires
radical changes in economic and financial policies. How
‘ can we make up for the continuous drain on the oil wells”

AL-WATAN AL-'ARABI has obtained a significant economic document that was recently
prepared by the Arab League about the flight of Arab funds abroad. The document
deals with this phenomenon in figures; it deals with its magnitude and its future
repercussions. The study suggests that the assimilation of Arab funds in the home~-
land is one of the necessary solutions for facing the challenges of the future
among which is the depletion of the oil. The document alsc reviews Arab invest-
inents abroad: in Europe and in the United States; it reviews the prospects of
these investments and the dangers that will ensue from them. The study suggests
numerous solutions for encouraging investments in Arab countries in lieu of in-
vesting the oil returns in the West especially.

The text of the document follows.

One of the most significant recent developments in the field of oil is that which
placed all the countries of the Arab homeland without exception-~those that produce
I 0oil as well as those who do not--on a single road for which there was no alterna-
tive. All these countries will be facing a new situation wherein the responsibility
and the results will be shared. It will shortly become clear how the various Arab
states--those that have a surplus of funds and those that have a dire need for
those funds--will have to fall in line and enter the scene of common action simul-
taneously. This is based on the fact that those same Arab capital funds will

find themselves faced with one alternative which in itself represents a real
challenge that will knock on all Arab doors and open them. In order to clarify
this statement, this paper will attempt in what follows to reveal the course that
Arab funds may follow in International investments before the matter comes to the
challenge. The paper will also afterwards identify the areas that will have to be
penetrated.
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Total investments in the world made by the OPEC countries by the end of 1978
amounted to about 168 billion dollars. From this sum the investments of the Arab
countries were estimated to be approximately 140 billion dollars., The following
table indicates the approximate distribution of OPEC's investments by the end of
1973. The table clearly indicates that investments made in international money
markets and also in the local money markets of the industrial countries, and

— especially the United States, constituted the greater and the more significant
sphere for containing the surplus il funds [that were designated] for investment
abroad.

The Estimated Distribution of OPEC's Investments by the End of 1978 (in billions
of dollars)

Billion Dollars

Financial investments in international markets 60 billion
Financial investments and direct investments in the
United States 42
Financial investments and direct investments in other
industrial countries 32
Loans and aid to Third World countries 18
Loans to other countries (including eastern countries) 4
) Financial contributions to international development
organizations 12
Total 168

There is no doubt that money markets abroad provide the oil countries with varied
opportunities for making profitable investments. But these opportunities are tied
to a number of restraints that are inherent in the activity of these markets. To
find out the reality of this matter, it is necessary to follow briefly the existing
conditions in these markets regarding financial investments and also the existing
potential in foreign markets to realize direct productive investments,

Financial Investments in International Markets

_ International markets are relatively recent markets whose history goes back to the

mid-sixties. What is intended here are those debts that are supported by inter-

national currencies and issued by governments and organizations of various nation-

alities. They are distinguished by the fact that they are not subject to the

- supervision of the monetary or fiscal authorities of any one of the countries.
These markets are "a free financial zone" whose sphere of business is located out-
side the borders of states. The credit instruments that are represented by these
markets vary from short-term to mid-term and to long-term. International bank
certificates of deposit that are backed by the dollar represent the most important
short-term tools. The international bank lending market represents the foundation
of the mid-term instrument, whereas international bonds represent the long~-term
aspect of these markets. Since the aforementioned instruments are all exempt from
taxes to reduce profits and from restrictions on currency conversion, they have been
attracting the attention of international investors among whom are Arab investors.
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By observing the conditions of these markets one may conclude that their capacity
remains limited, especially with regard to mid-term and ilong-term investments. In
this regard the following facts appear [evident]:

1. According to the latest statistics the existing volume of international certi-
ficates of deposit that are backed by the dollar, and these are by nature short~
term notes, does not exceed 27 billion dollars. It is also evident that these
certificates are quickly affected by what happens in international dollar markets,
in particular, and in the interest rate structure on international currencies

in general. Accordingly, these certificates have to be adjusted continuously to
stay in step with the developments that take place in these two areas. It is also
no secret that the pillar of investment in these notes is based on sufficient con-
fidence in the stability of the U.S. dollar or in the expectation that its value
will increase. This makes it impossible to build a stable investment course on
these certificates, not to mention the fact that the scope of this market is
basically narrow and that it is not suitable for long-term investments.

2. The international bank loan market or the international currency market, which
played a prominent role in financing the major deficits in the balance of payments
of the industrial and developing countries, has less ability to grow now and, con-
sequently, less ability to absorb oil funds. In addition to the cautious selection
methods that now and then prevail in those markets and limit the scope of their
business, there is a principal obstacle that basically limits their direction.

This obstacle manifests itself in the tight capital foundations of the international
banks that do business in those markets., These banks have become so saturated that
it is no longer easy to borrow and then to lend more oil funds. The lending

limits to which these banks can go on the basis of current capital rules have
reached in some cases disturbing proportions. Since the expansion of the afore-
mentioned foundations is not possible in the light of existing circumstances in

the international stock markets, it becomes unllkely that this market will continue
to absorb more oil funds at the same previous rates.

3. The value of existing issues in the international bond market approaches 85
billion dollars, It is important to note here in particular that in addition to
the tightness of this market, the dollar is still the principal currency of issue
in it. This fact also makes investment in this market affected by the fluctuations
in the value of the dollar. This market is also fundamentally influenced by the
developments in the interest rates which are generally short-:erm. This market has
also been suffering quite early from a basic inadequacy that leaves evident nega-
tive results on its growth prospects. This is the inability of its secondary mar-
kets to keep up with the issue activities in the international market. The absence
of this group that is professionally and financially qualified to assume the
functions of dealing in international bends and creating the markets that are
necessary for them is noticeable.

Financial Investments i~ Foreign Markets
It is understood that compared to international markets local foreign markets are

distinguished by their breadth and their depth., At first, this makes them more
capable than they are to absorb foreign investments and exchanges of various notes
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of indebtedness, considering the liquidity that is guaranteed by their secondary
markets. Also the presence of governmental organizations that support the borrow-
ing organizations during crises gives the foreign investor a measure of assurance
about the safety of the debt. To some extent, this represents an alternative to

- what international markets offer the foreign investor in the way of security that
stems from the fact that they are free financial zones in the manner already
nmentioned.

But one of the most distinguishing [characteristics] of local foreign markets is
that investment in them is in fact subject to national supervision by the fiscal
and monetary authorities of the countries in question. In other words foreign
investments always remain subject to legislation enacted by the authorities or
to the rules and measurec they impose. In fact measures to freeze or to confis—
cate funds are no longer unlikely in the aforementioned markets.

Hence one must not be surprised when an observer finds that despite the vast

capacity of these markets, they did not succeed in attracting the necessary

amount of oil funds. In fact they did not achieve in this regard what the inter-

national markets achieved despite the essential inadequacies from which the latter
- markets suffer in the manner shown above.

- Investments in International Real Estate Markets

Real estate investments are especially attractive to Arab investors insofar as
they do not require much management and professional experience in the way that
other investments require. Nevertheless, and contrary to the prevailing belief
in numerous Arab circles, the opportunities that are available to make profitable
real estate investments outside the Arab region are in fact quite limited.

Actually, there is no real estate investment market in the known sense of the term,
but there are numerous small markets that are divided and that develop quickly in
a manner that would not allow an investigator to keep up with them with the
required precision. It is also :mpossible to make accurate quantitative estimates
about the volume of these markets even if an attempt were made to list the value
of first class commercial real estate in the principal cities. This is the real
estate that is considered most attractive to Arab investors. One may find an
indication of the tightness of these markets by noting the volume of annual
business [rransacted] in them. It has been found that business in the investment

- real estate market varies from 1 to 1.5 billion dollars a year in European cities
and that it is almost the same in the United States. It is also noteworthy that
the best real estate is presently owned by western corporations, such as insurance
companies, retirement funds and others. It is known that these corporations re-
frain from liquidating their real estate investments unless the temptations to
sell are quite considerable. It has been noted that the real estate activity of

- investors is still concentrated on commercial real estate and that the trend to
invest in land is still secondary despite the broad prospects that such investments
may achieve,
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Investment in International Stock Markets

There is no doubt that part of Arab funds will be directed to international stock
markets for two basic purposes: to diversify the components of investors'
investment portfolio and to look for high returns.

If at first the markets appear to have a tremendous capacity to absorb Arab funds,
careful scrutiny of this matter will show that in practice the markets are much
tighter than they seem to be. Despite the fact that the market value of the
assets of the prinecipal stock markets in the world approach about 1,200 billion
dollars, these estimates decline to less than half that amount with regard to
their suitability to investment operations. When we surmise about what will be
available for investment, it becomes evident that these markets will not absorb
more than 60 billion dollars. There is another exampie also: whereas the total
market value of the shares in circulation in the U.S. market amounts to
approximately 628 billion dollars, the ratio of U.S. stock that Arab funds can
acquire--without being subject to the provisions of Paragraph 13 D of the U.S.
Stocks and Bonds Law for 1943% and taking into consideration the fact that there
is a minimum required for acquiring capital in U.S. companies that are likely
prospects for investment**--does not exceed 2.8 percent of the total value of
U.S. stock in circulation; that is, approximately 17.8 billion dollars. -

It is evident that, regarding stock exchanges in general, a number of matters

must be taken into consideration, such as the financial conditions of the com-

panies in question whose stock is being circulated, the liquidity of this stock,

the good quality of the stock [and its ability] to attract possible investors, -
and also the legal and technical restrictions that are contained therein or

that are included in the laws that regulate the business of these markets.

Direct Investment Outside the Arab Homeland

In general, direct investments have recently been receiving increasing attention
from the various 0il exporting countries due to the relative protection they pro-
vide against the dangers of inflation, Direct investment is simply the ownership
of a long-term productive investment asset.

This kind of investment assumes numerous forms in accordance with a number of
considerations. Some of these considerations pertain to the investor himself, :
whereas others are related to the economic and legislative conditions that exist

in the host country. Without going into many details, the principal forms of this
investment are as follows:

* According to this paragraph, every irvestor who owns more than 5 percent of the
issued stock has to register with the competent authorities. In this case numerous
provisions and restrictions apply, especially with regard to the method of selling
the shares and trading in them.

*% The minimum market value required for companies that are likely prospects for
investment [consideration] has been considered to be 500 million dollars,
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* Full ownership of an existing project.

% The creation of a completely mew project.

A

Participating with others in the creation of a new project.
) * Owning a share in an existing project.

Each one of these forms has its advantages and its dangers. Accordingly, choosing
one of these forms is a matter that is controlled not only by the investor's
wishes, but there is also a number of facters that influence this choice in a
fundamental way.

1t need not be said that this kind of investment represents the kind that would
most likely fulfill the requirements of Arab investment strategy insofar as it
is the form of investment that is most capable of containing the destructive
effects inflation produces on the value of financial assets. In this case the
assets in which the Arab funds are invested are productive assets and not merely
debts that others are liable for.

It would seem at first that direct Arab investments regard the industrially ad-
vanced countries to be the most suitable locations for making new direct invest-
ments. However, the practical facts do not arouse much optimism in this regard.
Actually, the advanced countries are still legally and psychologically unprepared
or unwilling to accept direct investments in their territories of the magnitude
that Arab funds can and are being called upon to mobilize for this purpose. In

an attempt to keep track of the total obstacles that 1limit the capabilities for
the development of direct investments, it becomes evident that the following group
of obstacles deserve special mention. They are aimed at the investor's freedom to
pursue the following:

1. To purchase a significant share that would give him power in an existing
company .

2. To sell his share in an existing company.

3, To transfer funds to a specific country for the purpose of making a direct
investment in accordance with Paragraph 1 above,

4. To transfer funds from a specific country as a result of the sale of his
- share according to Paragraph 2 above.

5. To transfer funds from and to a specific country for the purpose of lending
or borrowing to make a direct investment,

6. To transfer profits, taxes, interest or service fees realized from a direct
investment.

7. To supervise a particular company by means of appointing certain persons to

its management regardless of their nationality, or [to effect such supervision]
through any other means.
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8. To issue shares in the money market of the country where the investment takes
place.

Despite the fact that various officials in the advanced countries are candidly
admitting the important role played by the flow of direct foreign investments in
solving a set of similar economic problems, what has been seen in practice
suggests that the flow of foreign investments will be made to assume specific forms
and that direct investments will either come under some supervision or will be
channeled into locations that may not be consistent with the aspirations and the
interests of Arab investors.

Thus it becomes evident that the considerations that make the advanced countries
the most suitable locations for making direct Arab investments on a reasonable
scale do in practice lose much of their value. In fact, there are no indications
that existing restrictions on direct Arab investments will not be developed fur-
ther so as to make them even more severe and more complex.

After this quick and brief review of the capabilities of the most important invest-
ment markets outside the Arab area, we can record a number of results or facts.

First, there is no doubt that foreign investment markets with their various tools,
modes and locations will absorb a concrete portion of Arab funds. However, this
will fall short of the levels that Arab funds are expected to reach.

Second, the existing and anticipated opportunity for making direct Arab invest-—
ments is in fact not open, especially with regard to those countries where Arab
funds are supposed to strive to acquire productive assets.

Third, the existing structure of Arab investments abroad cannot achieve, accord-~
ingly, the Arab investment strategy that is represented in [the effort to] find
other sources of income to serve as a substitute for oil. The existing structure
of Arab investments abroad serves the goals that are comprised in the refinancing
projects rather well. These projects favor keeping Arab funds as a financing
source to be utilized to cover the deficits in the current accounts of advanced
countries. This investment structure is also being exposed to serious dangers as
a result of the world inflation on the one hand, and of the continuing instability
in the values of currencies, on the other.

Fourth, the only opportunity that Arab oil exporting countries have for redistrib-
uting their investments in a reasonable way in the interests of productive invest-
ments lies almost exclusively in making their investments, as much as that is
possible and as quickly as possible, in their homeland within the Arab area it—
self. 1In this regard emotional and patriotic considerations that are implied
herein do have now strong, objective, scientific support that imbues them with
sound economic logic. In fact these considerations have now taken a back seat to
considerations that are purely economic. In other words, it may be said that Arab
oil exporting countries have "a strategic interest" in pursuing inside the Arab
region broad scale-investment activities with which they can complement their
foreign investment activity on the basis of the fact that the latter [investment
activity] does not achieve this strategic interest for them. On the contrary it
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eludes this interest, and hence, the effort made by the Arab oil exporting
countries to reinforce their investment efforts inside the Arab region by various
_ means is considered strategically justifiable and necessary. The statement that
the Arab capacity to absorb these funds is limited has become in itself a strong
reason for developing that market after it had been an excuse for fleeing it.

Requirements for the Assimilation of Arab Funds in the Homeland

The capacity [of Arab investment markets] to absorbh Arab funds is to be increased,
and although this is not the place for a discussion about the Arab capacity to
absorb funds, the limitations of that capacity, the ways of measuring it and other
such matters that are usually discussed in economics literature and academic
efforts that deal with such matters, it would be appropriate to make a number of
observations in this regard.

. % The Arab capacity to absorb funds is not static; it is dynamic, and its
activity is increasing constantly whenever any of its economic, technical or
human obstacles are surmounted.

* The total capacity of the Arab states to absorb Arab funds exceeds the
aggregate figures of the individual capacities of these states.

* Whereas the limited capacity to absorb funds tends to have a negative effect on
_ an investment decision, a decision to invest does represent a significant positive
factor in the capacity to absorb funds.

* The notion of the Arab capacity to absorb funds is cunstrued here in the broad
sense, and thus it differs from what is applied in economic and financial circles
abroad., Whereas these circles concur that the capacity to absorb funds represents
"the value of the total investment opportunities that can be utilized successfully
within a specific period,™ in the Arab economy [this definition] must go beyond the
word, "opportunities," and the term, "successfully." The [relevant] standard
here is need and not opportunity. The projects whose creation is being called
for may not always have a rewarding and an immediate commercial return. No one

- is unaware of the tremendous volume of investments in iInfrastructure projects
that are needed by numerous countries of the Arab homeland.

Other Requirements for the Assimilation of Arab Funds in the Arab Homeland

On the other hand the assimilation of Arab funds in the Arab homeland not only
calls for, but also prescribes the introduction into the Arab homeland of radical
and significant changes that include the modes of investment and financing. These
changes also include economic and financial policies as well as other existing
legislation in this regard. In addition, quantitative and qualitative changes are
to be introduced into the current avenues of credit and investment. This is be-
cause the assimilation of Arab funds in the homeland will naturally cause a
simultaneous fundamental change in the commodity production market and in the
factors of production.

8
FOR OFFICIAL USE ONLY

APPROVED FOR RELEASE: 2007/02/08: CIA-RDP82-00850R000300090044-1



APPROVED FOR RELEASE: 2007/02/08: CIA-RDP82-00850R000300090044-1

FOR OFFICIAL USE ONLY

As far as the production of goods is concerned, the nature of Arab fiads--as

large as they are--is such that it would require and would make possible the
establishment of a series of projects or industries which by their very nature
require large capitals. Such projects require that consumer markets be guaranteed
so that these products can be sold outside the regional borders of the project
itself. This in itself will be a factor that will directly destroy those barriers
that 1imit the expansion of the market; it also represents one of the practical
aspects for developing the Arab capacity to absorb funds. It is evident that
great care will be exercised in the aforementioned projects to ensure that the
market has sufficient scope for their products so that these projects can benefit
from the large-scale economics with the numerous savings that reduce the cost of
production.

There is no doubt that the proliferation of major projects and various production
activities in the Arab homeland will further the ties of production among these
projects, It will also increase existing and latent opportunities for investuént
in the Arab economy, and it will attract a series of long-term investment
initiatives. In this case the expansion of the market--which is one of the aspects
of growth in the capacity to absorb funds--will play a prominent role in the con-
tinuation of this growth.

On the other hand the assimilation of Arab funds in the aforementioned manner will
make it incumbent upon the various parties to provide a suitable climate for
investment that would provide an adequate measure of benefits, terms and exemnptions
to encourage the flow of investments to the Arab money markets, and this is what

we will now discuss.

Arab Money Markets

Anticipated trends indicate that the coming years will place the Arab region face
to face with a major challenge to which hitherto it has not been accustomed. On
the one hand we find that the Arab countries that are principal producers of oil
will continue to accumulate huge monetary funds even after the meet the financing
requirements for local development. It is inevitsble that these resources will
be invested to generate a permanent source of income, considering that the oil
resource is depletable. On the other hand, financial and foreign resources will
continue to play a principal role in encouraging the development and investment
capacities of the cther Arab countries and in bringing about the success of their
efforts to improve their citizens' standard of living.

Hence the major challenge that the Arab region will face lies in following a long-
term investment strategy that would achieve in a practical sense a deep-rooted
congruence between the interests of all the oil producing Arab countries and the
Arab countries that need capital. This matter requires intense efforts to overcome
the obstacles that 1limit the capacity of the Arab region to assimilate new invest-
ments that are generated by capital and oil funds. [When we speak of] the capacity
to assimilate funds in this regard, we mean the ubility to use the financial aid
that is available in addition to the ability to attract financing that is offered
on competitive, commercial bases through Arab money markets. Thus, existing
investment procedures in the Arab region can join comparable procedures that exist
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outside the area, or they can compete with them in attracting Arab financial
resources that are available for investment. Such a view does in fact make the
role of Arab financial mediation an important one with regard to the effort to
- assimilate funds in the homeland and, accordingly, increase the volume and the
effectiveness of the flow of private and public capital into the Arab region.

= In recent years Arab governments that have funds have made increasing efforts to
direct part of their firnancial resources to the Arab countries that need them.
This was basically manifested in the development efforts of Arab official organi-
zations and development corporations. It was also manifested in the efforts to
increase the volume of direct government loans, aids and grants to support
development projects, to alleviate some of the difficulties that are the result
of a shortage of foreign currencies or to finance some of these countries' basic
imports.

With regard to the flow of capital into the area on a commercial and a private
basis, available data indicate that this flow remains limited. Organizational
- factors and economic policies in numerous Arab countries are considered responsible
for this, and, accordingly, it is not curious to find that most of the activity
of private capital in the region has continued to assume until the early seventies
the form of transfers sent to their country by citizens working outside their
country.

* One of the most prominent indicators of the fact that the financial flow of funds
into the region on a commercial basis is limited may be the increasing volume of
loans that have taken place and that are still taking place in the interests of
Arab lenders (governments and private organizations) through international money

- markets, These are either Arab loans made through international bonds or through
international bank loans. This observation in itself is enough to indicate the
existence of a real shortage in the process of mediation between those for whom
liquidity is available and those who are actually creating the demand for financial
liquidity through the Arab money markets and in a purely commercial standard,

Available statistics indicate that the volume of actual borrowing executed in the
interest of Arab borrowers in the international bond market between 1972 and 1978
in the form of public issues and private offers amounted to about 1.5 billion
dollars., Algeria headed the list of Arabs who borrowed through international
bonds. Algeria alone borrowed 1.2 billion dollars or about 80 percent of the
original sum. In fact Algeria has anticipated the various developing countries in,
general in going to the international bond market as a borrower since 1972. It

- is known that the international bond market is considered one of the more advanced
international markets that is usually entered only by countries and corporations
whose financial posture is good and are acceptable to international investors,
and especially individual international investors.

Available data also indicate that between 1971 and 1978 the volume of public and
private Arab loans in the international bank loan market--these are loans with
floating interest and are in the form of collective bank loans-—amounted to 14.5
billion dollars. These loans were financing specific projects, and they were
financing deficits in the balances of payments and in the regular and development
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budgets. It is noteworthy that this figure includes only those loans that have
: been announced. The banks guard the detailed conditions of many of the loans
- granted in this market with some secrecy. They do not announce those conditions;
sbmetimes this is according to the wishes of the borrower himself. Accordingly,
the actual figure for the total volume of Arab borrowing from the international
bank loan market in the period we are referring to may not be less than 15
billion dollars.

Thus total Arab borrowing--public and private--from international money markets
from 1971 to 1978 amounted to approximately 16.5 billion dollars. This is in
addition to the other international sources of capital that are generally available,
especially in the form of credit terms offered by suppliers and also short-—term
financing whose figures would be difficult to determine because it is not possible
to obtain statistics in this regard. The anticipated trends indicate that these
borrowings are escalating, It may be useful to point out here that the increased
Arab borrowing from the international money market in recent years has in fact
represented a course that is consistent with the different Third World countries
whose borrowings from international markets have increased considerably in general,
and especially after oil prices were corrected in 1973.

International money markets have in fact not only ensured the long~term needs of
Arab borrowers, but they have also ensured the suitable investment outlets for u
significant portion of the accumulated surplus Arab funds, as has already been
mentioned. This is due to the multiplicity and the variety of investment terms
and marketing benefits that these markets can offer.

Thus it becomes clearly evident that the Arab region has seen an actual commercial
demand for mid-term and long-term borrowing. This is undoubtedly one of the indi-
cators of